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The Development and Effect of Chain Stores
*
By Albert H. Morrill
Some one has said that the object of government is the greatest
good to the greatest number. Actually government is nothing
more than a composite expression of the consensus of opinion
generally as to what is best for the economic and spiritual welfare
of the people as a whole. It follows that what is best for the ma
jority of the people constitutes the greatest good to the greatest
number in their daily economic life as well as in their govern
mental existence.
While talking to you today I want to look at the economic
aspect of the chain store, not as a partisan, which frankly I am,
but from the broader viewpoint of one interested in what will do
the greatest good to the greatest number; not from the narrow
and material viewpoint of how chains may prosper and expand, but
from the viewpoint of what, through the years and the centuries,
will be the most benefit to the great mass of our fellow country
men and will promote the life, liberty and happiness of these
beloved United States.
If chain stores are economically unsound, if they tend to and
ultimately will, through concentration of power in the hands of
the few, produce inevitable abuse, stifle initiative and throttle
competition, then they should be regulated and their activities
curbed. Under our system of judicial interpretation of legisla
tive acts and constitutional provisions, a way will be found to
accomplish this very thing, if it is advisable. If chains do not
render the greatest good to the greatest number they should be
discouraged and the hounding of the chains, a favorite occupation
with some at the moment, should be continued.
But if on the other hand—and this years of experience teach me
is the case—chains stimulate competition, increase initiative,
avoid abuses, raise the standard of business ethics and above all
give to the consuming public better goods at lower prices, then no
individual or class of individuals, no matter how their personal
interests may be hurt, have the right to harass, criticize or at
tempt to destroy such an agency for good.
*Address delivered at the annual meeting of the American Institute of Accountants, Wash
ington, D C., September 18, 1929.
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If chains do render service that is the greatest good to the
greatest number they should be encouraged and protected.
Without more to-do let me plunge into the history and present
conditions of chain stores.
About one hundred and fifty years ago a marked and unusual
development took place in industry. It resulted from the intro
duction of steam and machinery into the field of production.
Once started, its irresistible momentum carried methods of pro
duction to their present marvelous achievements.
One of the distinguishing features of that movement is special
ization, often referred to as division of labor. But the movement
went vastly farther than the term specialization would indicate,
for it has come to involve not only the division of the parts of a
process among different men in a plant but their distribution
among different plants often located in widely separated places.
But production, however efficient, scientific and standardized,
is useless without distribution. The commodities produced
must be distributed to the consumer. Methods of distribution
have not kept pace with methods of production. They have
lagged far behind production methods in the race to produce
efficiently and scientifically, and thus give the greatest good to the
greatest number. In the efforts of distribution methods to keep
pace with production methods, complications have arisen which
until comparatively recently have received wholly inadequate
attention. No matter how efficiently and economically a ma
chine, a garment or a food product was produced it reached the
consumer, for whom it was created, only after passing through a
long, cumbersome, inefficient and expensive passageway.
In valuing our modern economic system it has been a common
place thing to point out the need of some means for reducing
the expenses of placing commodities in the hands of the con
sumer.
While professors of economics, political orators, congressmen
and even presidents have railed against the cost of distribution,
without furnishing a solution, it has remained for the chain store
to provide the most promising agency for solving the difficult
problem.
Once fairly started, the chain-store idea has grown by leaps and
bounds until it is today recognized, by all conversant with the
modern system of marketing, as the outstanding contemporary
development in the field of retail distribution.
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The chain, a comparatively recent claimant for public approval,
has of necessity clashed with many established traditional
methods. Keen opposition to the chain has been voiced by those
who are still using these traditional methods. Through this
opposition the issue has been clearly joined between chain stores
and those whose interests are or are thought to be threatened by
the success of the chain system.
In passing, it is interesting to glance back through the pages of
history and to see whether past innovations and departures from
traditional methods have met opposition similar to that presented
to the chain. There are many such, but I shall content myself
with referring to only a few.
In the latter part of the eighteenth and early part of the nine
teenth centuries throughout all England there were pamphlets
distributed, editorials written, fiery speeches made, legislation
threatened and actually introduced in parliament and violent
attacks made by mobs in some instances, all because of the charge
that the weavers of England were about to be driven out of em
ployment and into the poorhouse because of the introduction of
the looms and other machinery in the weaving trade. The looms
were established, the agitation subsided and in less than a genera
tion it was seen that far from injuring the craft of the weavers it
had shortened their hours, increased their wages and given to the
great mass of the people better cloth at lower prices.
As late as the middle of the last century there creaked and
groaned, slowly and laboriously over the atrocious roads between
Albany and Buffalo, New York, long lines of animal-drawn,
heavy-laden wagons transporting goods from the Hudson river to
the Great Lakes. Thousands of men, thousands of horses and
thousands of dollars were employed in and around this picturesque
and rugged industry. A group of New York and Boston capital
ists, visualizing the possibilities of the only recent application of
steam to rail transportation, applied to the New York legislature
for authority to incorporate and construct a railroad between
Albany and Buffalo. Immediately a hue and cry arose. Impas
sioned memorials in opposition to the project were addressed to
the legislature. Associations of merchants along the wagon
routes protested against granting these capitalists the right to
ruin their business. Innkeepers, horse breeders, wagon builders,
teamsters all joined in a protest against this new method of trans
portation as destructive of traditional methods which would
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deprive them of their property and livelihood. It is unnecessary
to recite the stages by which steam-railroad transportation sup
planted animal-drawn vehicles and the great benefit and develop
ment that resulted to the people as a whole.
These two illustrations, to which might be added a dozen
others, show that history is merely repeating itself in the present
agitation against chains. The opposition comes not from the
people as a whole, but from that small minority accustomed to the
use of traditional methods who find themselves in the path of
progress as represented by chain methods of distribution which
give to the consumer at least as good if not better products at a
lower price. The opposition comes not from the people as a whole
because they, by their ever increasing patronage of chain stores,
register from month to month and from year to year their ap
proval of this means of distribution. It comes solely from the
counterpart in our present day of the weavers, teamsters and inn
keepers of a century or more ago. As the former opposers of
modern methods were benefited rather than harmed by the use of
the new methods, so the present-day opponents, ten years hence,
will find that they have been benefited by the chain methods.
The benefits of chains are too numerous to be recited in my
limited allotment of time. It has been said and well said that
every commercial venture “will flourish or decline in proportion as
it serves or fails to serve the public needs more efficiently and
economically than competing agencies.”
This is the test that should be applied in judging the chains,
and according to whether they do or do not improve the service of
distribution to the public they should be approved or condemned.
Chains are not public utilities operating under a special privi
lege granted by the states. They can be crushed within the year
by the withdrawal of public patronage. They succeed not be
cause of patent rights or special formulas but because the public
approves of them. As long as chains continue to give better
goods at cheaper prices they will continue to grow and their
growth will be due solely to public favor. Can there be a simpler
or more conclusive expression of public favor than the continued
increase in patronage of the chains? Do we need a nation-wide
referendum for or against the chains? Such a referendum is
taking place every buying day of every year and the people
are registering their approval by the thousands who increas
ingly patronize the chains.
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The reason for the public’s approval of chains is perfectly ap
parent. Statistics covering the industry as a whole are not
strictly accurate, but such as they are they conclusively show the
reasons why chains succeed under continued and increasing public
patronage. They succeed mainly because of the quality of service
rendered. Their main service is to furnish the same product at a
decreased cost to the consumer.
It is impossible to determine accurately the amount of this
decreased cost, but a few figures are illuminating. In 1927 the
total estimated grocery sales in the United States amounted to
$7,500,000,000. Of this amount, it is estimated, the independent
or unit system of stores contributed $5,000,000,000 and the chain
systems $2,500,000,000. Based on the known savings which the
chains make for the consumer as compared to the unit system of
stores, during that one year, there was saved to the consumer in the
United States by the chain grocery systems $300,000,000. If the
chain systems had distributed all the groceries during 1927 there
would have been a total saving of $900,000,000 to the consumer.
These figures are not accurate. But they are fully substan
tiated by accurate figures taken from the report of the company
with which I am associated, the Kroger Grocery & Baking Co.,
and for these figures and the deductions drawn from them I am
indebted to the publisher of the Chain-store Age.
During 1928 the public paid Kroger $207,372,551. The prod
ucts thus sold cost Kroger $173,737,555. Had the public pur
chased the same products through regular wholesale and retail
channels it would have paid $243,510,000, just $36,137,450 more
than it actually paid.
In arriving at these figures I am taking the average operating
costs of wholesale and retail grocers established by the Harvard
bureau of business research. That bureau says the average
wholesaler’s and retail grocer’s gross margin aggregates 30.4 per
cent. of his sales. Applying this operating ratio to Kroger’s gross
sales we see that this company alone saved the consumer more
than $36,000,000 in one year.
Continuing, Kroger’s operating statement for 1928 shows that
operating expenses and depreciation plus profit equaled 16.2 per
cent. of its sales, of which 2.3 per cent. was operating profit plus
.62 per cent. of other profit, making a total net profit of 2.92 per
cent. on sales. The consumer obtained his products from Kroger
with one mark-up of 16.2 per cent. and from the independent or
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unit store with two mark-ups aggregating 30.4 per cent.—almost
double that of Kroger.
These figures completely substantiated those given earlier,
which estimated a saving to the consumer in the United States of
$300,000,000 annually through chain distribution and a possible
saving of $900,000,000 annually through distribution of all food
products by chain-store methods.
When I suggest the distribution of all food products by chain
methods I do not even intimate that all food products should be
distributed by one or a dozen or any number of large chains.
What I mean is that chain methods of distribution should be
used by large chains, by small chains and by the unit stores,
whether operating individually or through association with other
unit stores now commonly known as voluntary chains.
Reverting again to the work of the Harvard bureau of business
research, this bureau states that the consumer, in purchasing from
a chain, saves 11.3 per cent. on the price he would pay the inde
pendent. It states that the operating expenses of the chain
average 15 per cent. of its sales and of the unit store 17.3 per cent.
of its sales. Again it states that the chain store averages 27 per
cent. net profit as against the average of unit stores of 1.8 per
cent. net profit. From this the bureau reaches the conclusion that
the consumer, when he buys from the chain, gets as much for
87 cents as he would get for $1.00 from the unit store.
It needs no extended argument to show why the public patron
izes the chain.
The chain’s success depends not on special privilege for its
field, and opportunities are open to everyone. It depends not on
questionable practices, for questionable practices can be pursued
with comparative immunity by the small, obscure distributor.
They may not be pursued with impunity by the large chain which
is subject to the light of publicity, the attack of its opponents and
the searching investigation of governmental commissions. The
success of the chain, analyzed, is due chiefly to personnel, purchas
ing power and advertising. It brings to every “string town on the
pike” a wide choice of standard commodities; it sets standards for
products, service, courtesy, window display and cleanliness that
not only operate to the advantage of the consumer but stimulate
and awaken new standards, ideals and activities in the mind of
the unit-store owner. It brings to the smaller community higher
types of personnel and methods. It gives to the butcher boy, the
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grocery clerk, the store operator in its employ, unlimited oppor
tunities for advancement, for as far as we know there is not an
operating head of any great chain today who a quarter of a cen
tury ago was not occupying a humble position.
Far from taking money out of the community, as is often
charged, the chain keeps money in the community. It pays the
same rent, the same taxes, the same charge for hauling and
freight transportation as is paid by others, but more than this it
saves to the consumer in a community vast sums which are re
tained by the consumer and spent in that community for other
purposes. To be specific, in the communities served by Kroger
there was saved to the consumer more than $36,000,000. This
sum did not go out of the community. It remained in the
pockets of the consumers to be dealt with as each consumer saw
fit.
We do not wish to be ungenerous to our competitor, the unit
storekeeper. He serves large numbers in the community and if
his methods are modern he not only survives but prospers. We
do not criticize him on our own initiative when we refer to the
findings of the United States bureau of the census based, by it, on
the Louisville grocery survey made at the request of the Louis
ville Retail Grocers Association. The bureau of census, impartial
and desiring to be helpful, was forced to a stinging criticism of the
methods used by unit stores. It says, in part, “one store inven
tory was nothing less than a grocery museum.” It carried a
conglomerate mass of obsolete groceries, notions, dry-goods,
drugs and hardware items. Some of its food products were three
years old. It made no effort to move its dead lines or to attract
customers by selling standard goods at lower cost to the consumer.
In another instance the survey found that of two stores in the
same neighborhood, both in competition with the chains, one did
a gross annual business of $115,000 on an inventory investment of
$3,000 and the other did a gross annual business of $25,000 on an
inventory investment of $3,500. In one case the ratio of volume
to inventory was 37 to 1, in the other it was 7 to 1. In one case
the institution was profitable, in the other it was not.
The preliminary report on this survey contains not one finding
that the difficulties of the unit store are in any way concerned
with the competition of the chain. It does find that “Louisville
retailers are self-indicted; they are proven guilty. But nothing
revealed here is peculiar to Louisville. All through the country,
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grocers are following the same methods for want of precise knowl
edge of what they are doing and what it is doing to them. The
Louisville wholesalers are convicted as accessories, if not abettors.
The manufacturers who sell direct are convicted of inciting the
aggravating and prevailing practice. And the consumer pays the
bill—a heavier bill than is yet apparent.”
So it appears from this and many other authorities that the
chain is not the cause of the difficulties in which the unit distribu
tor finds himself. His difficulties are due to an inertia which
causes him to cling to and be contented with traditional obsolete
methods. If he continues to cling to them he will be trampled
upon by the irresistible march of modern methods. Such has
been the history of the world and no amount of legislation or
abuse can prevent it. But he can survive and prosper. Many of
his kind have done so and are still doing it.
Some years ago a merchant in a western city found himself
owner of the building in which Penney Company operated and at
the same time in competition with the Penney Company. At the
expiration of Penney’s lease it was supposed that the owner would
oust his competitor, Penney, from the nearby premises. But the
owner did no such thing. He renewed the lease with the state
ment that Penney’s methods, prices and general atmosphere not
only had taught him many things about his business which he did
not know, but had also actually increased his business. He
desired Penney to continue as a competitor in as close proximity to
his store as was possible. Just another illustration of the fact
that the chain, far from crushing competition, increases it and
benefits not only the public at large but the wide-awake, aggres
sive and enlightened unit storekeeper.
I shall not refer, except in passing, to the methods used by the
opponents of chains in endeavoring to create public sentiment
hostile to the chains and, by this public sentiment, to tax chains
out of existence. The methods in many instances are supported
by positive misstatements, always the resort of him who does not
have his battle just. In every instance the methods are economi
cally unsound, unjust, discriminatory and have for their purpose
the benefiting of a few at the expense of the many. Every burden
by way of tax or otherwise placed upon the chain is in reality
placed upon the consumer. Suffice it to say that in every instance
in which this regulatory and destructive legislation has been pre
sented to a court of final jurisdiction, and in most instances when
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it has been presented to the legal advisors of the state, they have
had courage and the character to declare it unconstitutional.
No one of the great chains has sprung full grown from the brain
of a man, as Minerva did from the brain of Jupiter. Every great
chain has had its beginnings in one small store. The determina
tion, the industry, the vision or service of one man or group of men
gave to the people the service they wanted. No unit store today
but would like to become a chain. No producer or wholesaler
but craves the patronage of a chain.
To repeat, the real answer to the question under discussion is
service. The outstanding service which the chain renders to the
nation is increased standard of products at decreased cost to the
consumers.
Americans are the greatest developers of efficiency the world
has ever known. The efficiency and economy of chain distribu
tion and the inefficiency and costliness of unit distribution is con
ceded by all. The efficiency of this nation added to unlimited
energy, fertile, investitive and great national resources have made
our standard of living the highest ever known to the world. By
this combination of qualities we have produced the greatest good
to the greatest number. We will continue to demand the same
standard during the centuries, through which this nation will
survive and prosper.
But greater than the nation, greater even than the constitution,
are the people of these United States from whom flow all power.
Eventually they will crush an economic wrong as they did slavery.
Eventually they will support and demand an economic policy that
is right. Eventually they will adopt that policy which furnishes
the greatest good to the greatest number. They will approve and
insist on the economic service of better goods at lower prices
brought to them by the chains. They are now approving and
have approved this service by their daily and ever increasing
patronage of the chains.
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